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THE PUBLIC SERVICE COMMISSION
OF SOUTH CAROLINA

DOCKET NO. 2017-292-WS

In the Matter of

REBUTTAL TESTIMONY
Application of Carolina Water Service,
Inc. for an Adjustment of Rates and OF

Charges and Modifications to Certain
Terms and Conditions for the Provision of
Water and Sewer Service

ROBERT M. HUNTER

S v St S N Nt Noes”

Q. WHICH OF THE ORS’s PROPOSED ADJUSTMENTS IS THE COMPANY
CONTESTING IN THIS CASE?
A. The Company is contesting the following adjustments proposed by the Office of
Regulatory Staff (ORS) in Audit Exhibit ZJP-5:
- (9¢) To increase maintenance and repair for deferred purchased water expenses.
- (9d) To decrease maintenance and repair to normalize sludge hauling expense due to
consent orders with DHEC.
- (16) To amortize current and unamortized prior rate case expenses over a three-year
period.
- (32c¢) To adjust pro-forma general ledger additions, pro-forma plant, and pro-forma

retirements.
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- (32d) To adjust for the removal of DHEC Consent Order (CO) Engineering.
- (40) To adjust miscellaneous revenues for ORS’s recalculation of the Company’s

proposed rate increase.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

CWS either agrees with the remaining adjustments or has decided not to contest them in
this case. I will explain the company’s position regarding contested adjustments 9¢ and 16, and
the remaining adjustments will be discussed by Company Witnesses Cartin and Gilroy.

Q. PLEASE EXPLAIN HOW CWS’ APPLICATION IS AFFECTED BY ITS
DECISION NOT TO CONTEST SOME OF ORS’ ADJUSTMENTS?

A. The Company’s Application requested $2,312,034 and $2,284,616 increases for water
and sewer revenues respectively, $4,596,650 in total. Attached “Hunter — Exhibit A” calculates
that after the adjustments proposed by ORS the resulting increase in revenues would be
$1,124,206 and $1,197,469 for water and sewer respectively, $2,321,675 in total. That is a
decrease of $2,274,975 or approximately 49% of the amount requested. Of that $2,274,975
decrease, $876,640 is related to the change in Corporate Income Tax rate from 35% to 21%.
Additionally, ORS’ ROE recommendation accounts for a $550,433 reduction. Thus, $1,427,073,
or approximately 63%, of the total $2,274,975 reduction is related to those two items.

After CWS’ adjustments the resulting increase in revenues is $1,076,375 and $1,343,886
for water and sewer respectively, $2,420,261 in total as seen in “Hunter - Exhibit B”. Therefore,
CWS’ requested revenue will have been reduced by $2,176,388.

Q. WHAT ARE THE AMOUNTS OF THE ADJUSTMENTS OVER WHICH THE
COMPANY DISAGREES WITH ORS?

A. The Company is contesting items that impact Miscellaneous Revenues, O&M and Rate
Base. The below charts display the adjustments being contested by the Company and the

difference between ORS’ and CWS’ proposed amounts for each adjustment:
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Chart: Contested Miscellaneous Revenue and O&M Adjustments
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Chart: Contested Rate Base Adjustments
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Q. PLEASE RESPOND TO ORS’ PROPOSAL TO ADJUST MAINTENANCE AND
REPAIR FOR DEFERRED PURCHASED WATER EXPENSES. (PAYNE PAGE 8,
LINE 1-ADJUSTMENT 9C).

A. The Company agrees with ORS’ treatment of deferred purchased water expenses,
however, CWS believes that the balance used to amortize over three years should reflect the
most updated information. ORS used a $573,101 total deferral balance as of January 10, 2018.
The Company proposes using a $669,808 total deferral balance as of March 8, 2018. The
deferral of purchased water expenses has benefitted our customers by eliminating confusing
monthly water rate adjustments while keeping rates low between rate cases. Permitting CWS to
recover its current deferred balance as of March 8, 2018 will tend to put downward pressure on
the need for future rate relief.

Q. HAS ORS INCLUDED ALL RECOVERABLE RATE CASE EXPENSES IN ITS

PROPOSAL? (PAYNE PAGE 11, LINE 3-ADJUSTMENT 16).
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A. No, ORS stated the current rate case expense is $47,546, however, the updated current rate
case expense as of March 19, 2018 is $88,500. The Commission customarily authorizes recovery
of audited rate case expenses incurred through the hearing. As in past cases, CWS will update
these expenses at the conclusion of the hearing and make them available to ORS for audit and
report to the Commission.

Q. ORS DISCUSSES ADJUSTMENTS IN FEDERAL INCOME TAXES
RESULTING FROM THE FEDERAL CORPORATE TAX CUT. CAN YOU
ELABORATE ON THE IMPACT OF THE TAX CUT AND JOBS ACT ON THE
COMPANY’S RATES? (PAYNE PAGE 15, LINE 10-ADJUSTMENT 27).

A. CWS filed the Application prior to enactment of the Tax Cut and Jobs Act (“the Act”),
therefore, the impact of the Act was not included in the filing. Among other things, the Act reduced
the corporate income tax rate by 14% from 35% to 21%, which reduces income tax expense. The
impact for the change in corporate income tax rate is included in the adjustments proposed by
ORS.

The Act also reduces the cost of service to customers due to the amortization of the
excess Accumulated Deferred Income Taxes (“ADIT”). When the tax rate is lowered, a portion
of the ADIT will never be paid to the federal government and excess deferred taxes are created.
Excess deferred taxes mean the utility charged consumers at a higher tax rate in the early years
than the tax actually paid by the utility in the future. Because the excess ADIT will not be paid to
the federal government, it should be held in a regulatory liability account until it is determined
whether a refund to the ratepayers is appropriate. The Company has been working with external
tax and accounting professionals to determine the appropriate regulatory liability and adjustment

to ADIT. At this time, CWS estimates that the regulatory liability amount is $3,229,909, which

| Jo ¥ 9bed - SM-262-L10Z # 193900 - DSOS - INd 80:S 61 Ud2JeN 810Z - d31Id ATIVOINOYLO3 T3



10

11

12

13

14

15

16

17

18

19

20

21

22

23

consists of $2,978,710 and $251,199 for the protected and unprotected balances respectively.
The creation of this regulatory liability is offset by the reduction to the ADIT in rate base,
therefore the impact is rate base neutral. The protected portion of the regulatory liability will be
amortized over the life of the asset which the Company has calculated at 56 years using the
weighted average life of CWS’ protected assets. CWS proposes the unprotected portion be
amortized over 3 years since these assets typically have a shorter useful life such as rate case
expenses and deferred maintenance. The Company has adjusted Federal Income Taxes by
$136,924, the estimated annual amortization amount of the regulatory liability at this time, plus
tax gross-up for a $183, 361 total revenue requirement reduction to account for the amount that
will benefit customers.

Because of the new tax laws, it is the Company’s understanding at this time that CWS is
no longer excluded from paying taxes on Contributions in Aid of Construction (“CIAC”). CWS
will seek to collect from the Developer federal and state taxes on CIAC donated to CWS;
however, there may be circumstances in which such taxes may not be collected for CIAC
contributed early in 2018 because the applicable Development Agreements did not contemplate
payment of these taxes. Any CIAC (including tap fees) donated by the Developer will now need
to be grossed up for federal and state taxes.

Q. HOW DOES CWS INTEND TO GROSS-UP CIAC?

A. The Company will gross-up cash service availability charges and property contributions in
aid of construction in order to recover the federal and state corporate income taxes associated with
those contributions. The formulae to be used to gross-up cash service availability charges and

contributed property are as follows:
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CIAC TAXIMPACT=R/1.0-RX (F+P)
R = Applicable marginal rate of Federal and State Corporate Income Tax if one is payable
on the value of contributions which must be included in taxable income of the utility.
R shall be determined as follows:
R =ST +FT (1-ST)
ST = Applicable marginal rate of State Corporate Income Tax

FT = Applicable marginal rate of Federal Income Tax, either corporate or individual.

F = Dollar Amount of charges paid to a utility as contributions in aid of construction which
must be included in taxable income of the utility, and which had been excluded in taxable
income pursuant to Section 118(b) of the Internal Revenue Code.

P = Dollar amount of property conveyed to utility which must be included in taxable
income of the utility, and, which had been excluded from taxable income pursuant to
Section 118(b) of the Internal Revenue Code.

Using the 5.00% South Carolina State tax rate and 21.00% Federal tax rate would
result in $33.24 in taxes to be paid for every $100.00 of CIAC. CWS’ Connection Fee is $300.00
per SFE and the Impact Fee is $400.00 per SFE. Thus, the impact of Tax Cut and Jobs Act 0f 2017
on CIAC will require payment of $232.68 per SFE at the time of connection. CWS believes that
this cost should be borne by the customer responsible for the cost. CWS proposes to require its
customers who connect to its water and sewer system to pay these costs in addition to the
Connection Fee and Impact Fee.

Q. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

A. Yes.
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